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Two Proposed Exposure Drafts on ASB's
April 2002 Agenda
by Kim M. Gibson
The Auditing Standards Board (ASB) discussed the following two proposed exposure drafts
at its April 2002 meeting and voted to issue them as exposure drafts.

Omnibus SAS and SSAE - 2002
Periodically the ASB issues an omnibus statement containing accumulated proposed
revisions to existing standards, either Statements on Auditing Standards (SASs) or
Statements on Standards for Attestation Engagements (SSAEs). The proposed revisions, due
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to the significance of the issue and cost/benefit considerations, do not, in and of themselves,
warrant the issuance of separate standards; therefore, an omnibus statement is issued. The
proposed statement, titled Omnibus - 2002, would amend the following standards:
•

SAS No. 95, Generally Accepted Auditing Standards, (AU sec. 150). AU
Section 150 provides guidance concerning the authority of generally accepted
auditing standards. This amendment would clarify that appendices of
statements on auditing standards are considered interpretive publications.

•

SAS No. 25, The Relationship of Generally Accepted Auditing Standards to
Quality Control Standards (AU sec. 161) and SSAE No. 10, Attestation
Standards: Revision and Recodification, "Attest Engagements" (AT sec. 101).
AU sections 161.02 - .03 and AT sections.101.17 - .18 are being amended to
clarify the relationship between Statements on Quality Control Standards and
engagements performed under the SASs and SSAEs. The amendments will
indicate that although an effective quality control system is conducive to
compliance with generally accepted auditing standards and the attestation
standards, deficiencies in or noncompliance with a firm's quality control
system do not, in and of themselves, indicate that an engagement was not
performed in accordance with the applicable professional standards.

•

SAS No. 47, Audit Risk and Materiality in Conducting an Audit (AU sec.
312). AU Sections 312.04 and .09 require the auditor to consider adjustments
individually and in the aggregate. AU Sections 312.34 through .40,
"Evaluating Audit Findings," do not indicate that the auditor should evaluate
misstatements individually and in the aggregate. The proposed amendment
would clarify the auditor's responsibility with respect to evaluating audit
adjustments.

•

Interpretation No. 6, "Responsibilities of Service Organizations and Service
Auditors With Respect to Subsequent Events in a Service Auditor's
Engagement," of SAS No. 70, Service Organizations (AU sec. 324).
Interpretation No. 6 states, "A service auditor should consider inquiring of
management as to whether it is aware of any subsequent events through the
date of the service auditor's report that would have a significant effect on user
organizations." The Omnibus Statement would amend that sentence to require
a service auditor to make that inquiry. The guidance in the revised
interpretation would be incorporated in SAS No. 70.

•

SAS No. 85, Management Representations (AU sec. 333). The exposure draft,
"Consideration of Fraud in a Financial Statement Audit," requires an auditor
to make inquiries of management about fraud and the risk of fraud. This
proposed amendment would revise the guidance for management
representations about fraud to support and be consistent with these inquiries.
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•

SAS No. 58, Reports on Audited Financial Statements (AU sec. 508). AU
Section 508.65 states that the auditor's report on comparative financial
statements should be dated as of the date of the completion of the most recent
audit. The guidance in AU Section 530.01, "Dating of the Independent
Auditor's Report," states, "Generally, the date of completion of the field work
should be used as the date of the independent auditor's report." This proposed
amendment would make the guidance in AU section 508.65 consistent with
the guidance in AU section 530.01 by using the term "completion of
fieldwork" as opposed to "completion of his most recent audit."

•

SAS No. 8, Other Information in Documents Containing Audited Financial
Statements (AU sec 550) and SAS No. 52, Required Supplementary
Information AU sec. 558). AU sections 558.08 through .10 do not indicate
whether an auditor may issue a report providing an opinion, in relation to the
basic financial statements taken as a whole, on supplementary information
and other information that has been subjected to auditing procedures applied
to the audit of the basic financial statements. This amendment would clarify
that such reporting is allowed.

•

SAS No. 52, Required Supplementary Information. The applicability
paragraph of SAS No. 52 does not include such items as AICPA industry
audit and accounting guides which are considered GAAP as described in SAS
No. 69, The Meaning of Present Fairly in Conformity With Generally
Accepted Accounting Principles. This amendment would revise SAS No. 52
to include all sources of GAAP in the applicability section.

•

SAS No. 29, Reporting on Information Accompanying the Basic Financial
Statements in Auditor-Submitted Documents (AU sec. 551). The current
guidance on supplementary information is silent as to whether the auditor is
permitted to report that required supplementary information in an auditorsubmitted document, that is neither incomplete nor otherwise deficient, is
fairly stated in relation to the basic financial statements taken as a whole. This
amendment would revise the guidance in AU section 551.15 of SAS No. 29
by splitting paragraph .15 into two paragraphs, and deleting footnote 6 to
clarify the reporting guidance with respect to required supplementary
information.

•

SAS No. 1, Codification of Auditing Standards and Procedures, "Subsequent
Events" (AU sec. 560). AU section 560.01 defines subsequent events in terms
of the date of issuance of the auditor's report. To make the auditing standard
consistent with accounting standards (Statement of Financial Statement
Accounting Standards No. 5, Accounting for Contingencies), this proposed
amendment would delete the reference to the auditor's report from the
definition of subsequent events.
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•

SAS No. 1, Codification of Auditing Standards and Procedures, "Subsequent
Discovery of Facts Existing at the Date of the Auditor's Report" (AU sec.
561). AU Section 561.01 and the title of this Section refer to "subsequent
discovery of facts existing at the date of the auditor's report." The wording of
AU section 561.03, however, implies that the auditor's responsibility extends
through the date of issuance of the report. This is inconsistent with the intent
of the Section. The proposed amendment to AU Section 561.03 would clarify
the auditor's responsibility with respect to subsequent events.

•

SAS No. 1, Codification of Auditing Standards and Procedures, "Dating of
the Independent Auditor's Report" (AU sec 530). In discussing the time frame
for subsequent events, the guidance refers to the date of issuance of the
auditor's report. This amendment clarifies that the date referred to is the date
of issuance of the financial statements.

Amendment to SAS No. 50, Reports on the Application of
Accounting Principles
In response to a request from the Securities and Exchange Commission (SEC), the Auditing
Standards Board agreed to revisit the guidance in SAS No. 50 with respect to the provision
permitting an accountant to issue a written report to intermediaries on the application of
accounting principles not involving facts or circumstances of a specific entity ("hypothetical
transactions"). The SEC has expressed concern regarding the appropriate use of these
reports. Due to the nature of a hypothetical transaction, there is no way for a reporting
accountant to know, for example, whether the continuing accountant of the specific entity
reached a different conclusion on the application of accounting principles for the same or a
similar transaction, or how the specific entity has accounted for similar transactions in the
past.
This proposed amendment revises SAS No. 50, Reports on the Application of Accounting
Principles (AU sec. 625), to prohibit an accountant from providing a written report on the
application of accounting principles not involving facts and circumstances of a specific
entity. Comments on this exposure draft will be due by May 30, 2002.

Fraud Exposure Draft Available for
Comment
By Kim M. Gibson
On February 28, 2002, the Auditing Standards Board (ASB) issued an exposure draft titled
Consideration of Fraud in a Financial Statement Audit. This proposed Statement is a revision
4

of SAS No. 82, and establishes standards and provides guidance to auditors in fulfilling their
responsibility as it relates to fraud in an audit of financial statements conducted in
accordance with generally accepted auditing standards.
The ASB believes that the requirements and guidance provided in the proposed Statement, if
adopted, would result in a substantial change in auditor performance and thereby improve
the likelihood that auditors will detect material misstatements due to fraud in a financial
statement audit. The proposed Statement's adoption also would result in an increased focus
on professional skepticism in the consideration of the risk of fraud in a financial statement
audit.
The following is an excerpt from the executive summary of the exposure draft that provides
an overview of the organization and content of the proposed SAS.
•

Description and characteristics of fraud. This section of the proposed
Statement describes fraud and its characteristics, including the aspects of
fraud particularly relevant to an audit of financial statements.

•

Discussion among engagement personnel regarding the risks of material
misstatement due to fraud. This section requires, as part of planning the audit,
that there be a discussion among the audit team members to consider the
susceptibility of the entity to material misstatement due to fraud and to
reinforce the importance of adopting an appropriate mindset of professional
skepticism.

•

Obtaining the information needed to identify the risks of material
misstatement due to fraud. This section requires the auditor to gather the
information necessary to identify the risks of material misstatement due to
fraud, by the following:
1. Making inquiries of management and others within the entity
2. Considering the results of the analytical procedures performed in
planning the audit. (The proposed Statement also requires that the
auditor perform analytical procedures relating to revenue.)
3. Considering fraud risk factors
4. Considering certain other information

•

Identifying risks that may result in a material misstatement due to fraud. This
section requires the auditor to use the information gathered above to identify
risks that may result in a material misstatement due to fraud.

•

Assessing the identified risks after taking into account an evaluation of the
entity's programs and controls. This section requires the auditor to evaluate
5

the entity's programs and controls that address the identified risks of material
misstatement due to fraud, and to assess the risks taking into account this
evaluation.
•

Responding to the results of the assessment. This section requires the auditor
to respond to the results of the risk assessment. This response may include the
following:
1. A response to identified risks that has an overall effect on how the
audit is conducted, that is, a response involving more general
considerations apart from the specific procedures otherwise planned
2. A response to identified risks that involves the nature, timing, and
extent of the auditing procedures to be performed
3. A response involving the performance of certain procedures to further
address the risk of material misstatement due to fraud involving
management override of controls (See item 9 in the following section,
entitled "How It Affects Practice.")

•

Evaluating audit test results. This section requires the auditor's assessment of
the risk of material misstatement due to fraud to be ongoing throughout the
audit and that the auditor evaluate at the completion of the audit whether the
accumulated results of auditing procedures and other observations affect the
assessment. It also requires the auditor to consider whether identified
misstatements may be indicative of fraud and, if so, directs the auditor to
evaluate their implications.

•

Communicating about fraud to management, the audit committee, and others.
This section provides guidance regarding the auditor's communications about
fraud to management, the audit committee, and others.

•

Documenting the auditor's consideration of fraud. This section describes
related documentation requirements.

A copy of the exposure draft can be obtained from the following Web
site: http://www.aicpa.org/members/div/auditstd/consideration_of_fraud.htm. Comments on
the exposure draft are due by May 31, 2002.

ASB Issues SAS No. 95, Generally Accepted
Auditing Standards
by Thomas Ray
6

The Auditing Standards Board (ASB) recently issued Statement on Auditing Standards
(SAS) No. 95, Generally Accepted Auditing Standards, which supersedes AU Section 150,
Generally Accepted Auditing Standards, of SAS No. 1, Codification of Auditing Standards
and Procedures. Using a three tier hierarchy, SAS No. 95 clarifies the authoritative status of
auditing publications as they relate to an audit in accordance with generally accepted
auditing standards (GAAS). SAS No. 95 is effective for audits of financial statements for
periods beginning on or after December 15, 2001.
The ASB decided to issue SAS No. 95 for several reasons. The body of auditing literature
grew and evolved considerably during the twentieth century. AICPA boards and committees
issued numerous SASs, auditing Statements of Position, Audit and Accounting Guides, and
other publications containing guidance of varying authority on how to conduct an audit of
financial statements in accordance with GAAS. Although the AICPA has, on occasion,
realigned and clarified the authority of these publications, some uncertainty remained in the
minds of auditors and others about which publications auditors must know and follow when
conducting an audit. Furthermore, because of the large volume of auditing publications,
auditors might not have been aware of publications applicable to their audit engagements.
Because of these and other considerations, the Public Oversight Board's Panel on Audit
Effectiveness also recommended that the ASB definitively set forth the "hierarchy" of
GAAS, including the authoritative status of existing AICPA guidance.
The ASB believes SAS No. 95 will reduce uncertainty about which publications the auditor
must comply with and which publications the auditor must consider when performing an
audit. The ASB also expects that auditors will become more aware of other applicable
auditing publications that may provide useful auditing guidance, increasing the likelihood
that auditors will use them. All of this should result in increased audit quality.
The three tier hierarchy, with the first tier being the most authoritative and the third tier
having no authority, is as follows: auditing standards, interpretive publications, and other
auditing publications.
The auditing standards tier (first tier) is comprised of the general, fieldwork, and reporting
standards of the AICPA (the 10 standards) and the SASs issued by the ASB. Engagement
teams should have sufficient knowledge of the SASs to identify those that are applicable to
audits being performed. In addition, SAS No. 95 requires engagement teams to be prepared
to justify departures from SASs.
The interpretive publications tier (second tier) consists of auditing interpretations of the
SASs, auditing guidance included in AICPA Audit and Accounting Guides (AICPA Guides),
and AICPA auditing Statements of Position. Interpretive publications are issued under the
authority of the ASB and are recommendations on the application of SASs in specific
circumstances and in specialized industries. Auditors should be aware of and consider the
application of interpretive publications during an audit. If the auditor does not apply the
auditing guidance included in an applicable interpretive publication, the auditor should be
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prepared to explain how he or she complied with the SAS provisions addressed by such
auditing guidance.
Significantly, SAS No. 95 heightens the general awareness that the second tier guidance,
particularly auditing guidance included in AICPA Guides, has a level of authority. Auditors
may wish to reevaluate their audit approach in relation to applicable AICPA Guides.
The other auditing publications tier (third tier) consists of other AICPA auditing publications
not referenced in the previous tiers and auditing publications issued from sources other than
the AICPA (for example, state CPA societies). Other auditing publications have no
authoritative status; however, they are useful resources to help auditors understand and apply
provisions of the SASs. A list of other auditing publications published by the AICPA will be
included as Appendix F in future editions of the Codification of Statements on Auditing
Standards (AICPA, Professional Standards, vol.1, AU Appendix F).
Thomas Ray is a partner in KPMG LLP's Department of Professional Practice in New York,
and was chair of the ASB's Generally Accepted Auditing Standards Task Force. Tom was
previously AICPA Director-Audit and Attest Standards.

New Audit Guide on Service Organizations
by Judith M. Sherinsky
The Auditing Standards Board has revised the auditing practice release, Service
Organizations: Applying SAS No. 70, and issued it as an audit guide with the same title. The
objective of the Guide is to help auditors implement SAS No. 70, Service Organizations.
SAS No. 70 is relevant when an auditor audits the financial statements of an entity that
outsources a task to another entity, and the task performed by the other entity is part of the
outsourcer's information system. An entity's information system, as it relates to financial
reporting, consists of:
The methods and records an entity uses to record, process, summarize, and report entity
transactions (as well as events and conditions) and maintain accountability for the related
assets, liabilities, and equity.
If a task performed by another entity is part of the outsourcer's information system, it may
affect amounts or disclosures in the outsourcer's financial statements. SAS No. 70 uses the
term user organization to refer to the outsourcer, and service organization to refer to the
entity that performs the task.
An example of such an arrangement is a pension plan that engages a bank trust department to
invest the plan's assets, record the transactions related to those investments, and provide the
plan with statements of that activity. The activity at the bank trust department is part of the
pension plan's information system. When the pension plan receives those statements, the
8

accounting department posts them to general-ledger accounts such as investments, unrealized
gains and losses, interest and dividend income, and investment expense. These accounts
ultimately become part of the pension plan's financial statements
When the auditor audits the plan's financial statements, the auditor cannot assume that the
information provided by the bank trust department is correct. The auditor is responsible for
auditing the entire financial statements, including elements of the financial statements
reflecting transactions that occurred at the bank trust department (the service organization).
The user auditors cannot accept at face value the numbers and disclosures generated by the
bank trust department and included in the pension plan's financial statements. The auditor
must audit "the financial statements taken as a whole."
In an audit, the auditor is required to obtain an understanding of the entity's internal control,
including the amounts and disclosures generated by the bank trust department. Somehow, the
auditor must obtain an understanding of what occurred at the bank trust department with
respect to the pension plan's transactions, and whether controls over those transactions have
been placed in operation at the bank trust department (or at the pension plan). One way to
obtain that information, is for a CPA (a service auditor) to perform a service auditor's
engagement in which the service auditor goes to the service organization and examines the
service organization's description of its controls over the functions it performs for user
organizations. The service auditor reports on the controls and the user auditors use the
service auditor's report to get the information they need.
A bank trust department is a traditional example of a service organization. Today, many
other types of functions are outsourced to service organizations. The following are some
examples of more recent types of service organizations and the services they provide:
•

•

Application service providers (ASPs). Application service providers generally
provide packaged software applications and a technology environment that
enables customers to process financial and operational transactions. An ASP
may specialize in providing a particular software package solution to its users,
provide services similar to traditional mainframe data center service bureaus,
perform business processes for user organizations that they had traditionally
performed themselves, or some combination of these services. As such, an
ASP may provide services that are part of the entity's information system.
Internet service providers (ISPs) and Web hosting service providers. Internet
service providers enable user organizations to connect to the Internet. Web
hosting service providers generally develop, maintain, and operate Web sites
for user organizations. The services provided by these entities may be part of
a user organization's information system if the user organization is using the
Internet or Web site to process transactions that affect the entity's financial
statements. In these circumstances, the user organization's information system
may be affected by controls maintained by the ISP or Web hosting service
provider, such as controls over the completeness and accuracy of transactions
and over access to the system. For example, if a user organization takes orders
and accepts payments through the Web site, certain controls maintained by
9

•

the Web hosting service provider, such as controls over access to the system
and controls that address the completeness and accuracy of the recording of
transactions, may affect the user's organization's information system.
Regional transmission organizations (RTOs). A new class of entities, referred
to as RTOs, has developed in the electric utility industry, including
independent system operators that are responsible for the operation of a
centrally dispatched electric system or wholesale electric market. They also
are responsible for initiating, recording, billing, settling, and reporting
transactions as well as collecting and remitting cash from participants based
on a transmission tariff or other governing rules. These services may be part
of a participant's information system. Auditors of the financial statements of
participants may obtain a service auditor's report on controls related to
participant settlement activity.

Some of the new elements included in the revised Guide are illustrative control objectives
for various types of service organizations, as well as three new interpretations that address
the responsibilities of service organizations and service auditors with respect to forwardlooking information, subsequent events, and the risk of projecting evaluations of controls to
future periods. The Guide also clarifies that the use of a service auditor's report should be
restricted to existing customers and is not meant for potential customers. The Guide may be
obtained by contacting the AICPA and requesting product number 012772. For ordering
information, see pages 12, 20, or 23.

Understanding Audits and the Auditor's
Report
by Judith M. Sherinsky
The AICPA's Audit and Attest Standards staff publishes a booklet, titled Understanding
Audits and the Auditor's Report: A Guide for Financial Statement Users, that explains the
meaning of the auditor's report on financial statements and the assurance it provides. The
booklet is particularly useful to existing and potential audit clients, investors, creditors, and,
students who need to understand audit reports.
The Audit and Attest staff continually revises this booklet so that it reflects current auditing
pronouncements and interpretations. The publication is designed to assist financial-statement
users in understanding the assurance an audit provides and the meaning of the specific
language in an auditor's report.
Chapters 1 through 4 of the booklet describe the roles of the parties involved in the
preparation, audit, and use of financial statements, and include such topics as:
•

Management's responsibility for the financial statements
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•
•
•
•
•
•
•
•
•

The auditor's responsibility for expressing an opinion on management's
financial statements
Elements of an audit
Factors to be considered by users of financial statements.
Auditor independence
Objective and judgmental issues in the accounting process
Effects of accounting judgments
The auditor's responsibility for detecting material misstatements
Detection of fraud
Reporting material misstatements

Chapters 5 and 6 of the booklet explain the wording in a standard auditor's report, provide
examples of various types of auditors' reports, describe when these reports are used by
auditors, and explain the important elements in these reports.
To obtain copies of the booklet, see the ordering information on page 12, 20, or 23 and
request product number 058516.

AICPA Board of Directors Approves
Strategic Plan for International Activities
By Susan S. Jones
In February 2002, the AICPA Board of Directors approved a Strategic Plan for AICPA
International Activities that was developed by the AICPA's International Strategy
Committee. The Plan is based on an international vision and strategy developed in December
1997 by the International Strategy Special Committee. That group has been reconstituted as
the International Strategy Committee (Committee).

The International Strategy Committee
In February 1997, AICPA executive leaders and AICPA members with a background in
international matters met to discuss ways to better coordinate the AICPA's involvement in
international standard-setting and other international leadership activities and to develop a
plan to position the AICPA to play a more influential role in the international standardsetting and policy-making arenas. At that meeting, it was decided to create an International
Strategy Special Committee that would report to the Board of Directors.
Since 1997, the international environment for the accounting profession has changed
radically. Much of the vision described in the 1997 Strategic Plan has occurred and new
policies and programs are underway. In recognition of this change, the Committee, chaired
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by Ronald S. Cohen, updated the 1997 Strategic Plan. It is this updated strategic plan that
was approved by the Board of Directors in February 2002.
The Committee believes that strong international standards in accounting, auditing and
assurance, ethics, and quality control, together with a strong foundation in education and
training, constitute the bedrock of the profession on which new products and services can be
developed. It is for this reason that the Committee has developed strategies and related
initiatives to enhance the international processes of standard setting and oversight over the
quality of professional performance, discipline, and education.
In preparing this Plan, the Committee developed a broad vision of the future spanning the
years 2005 to 2010, and then developed a narrower vision for the year 2005 for the areas of
accounting, auditing and assurance, ethics, and quality control as well as strategic objectives
and initiatives to accomplish the vision in each area.
The document begins with a vision of the future of the worldwide accountancy profession
and of the U.S. environment. The sections that follow focus on the areas of accounting
standards, auditing and assurance standards, ethics standards, and assuring the quality of
global practice. A vision of each of these four areas is given, along with the strategic
objectives necessary to achieve each vision. These strategic objectives are supported by
initiatives and action plans. The objectives and initiatives for the areas are often in the form
of targeted directions rather than absolute goals. This document ends with a summary of all
strategic objectives and a note about the future.
The strategic plan is an important step toward continuing the development of an international
focus within the AICPA so that it is in a position to facilitate and support the globalization of
member activities. Because of the fast moving pace of globalization, the Committee has
recommended that the AICPA monitor and update its strategic plan for international
activities on at least a three-year basis.
http://ftp.aicpa.org/public/download/inter/strategic_plan_intl_activities.pdf

Ordering Information
To order publications, call: (888) 777-7077 (menu selection #1); write: AICPA Order
Department, CLA3, P.O. Box 2209, Jersey City, NJ 07303-2209; fax: (800) 362-5066 or go
to www.cpa2biz.com Users of the Web site must register at the site prior to ordering. AICPA
and state society members should have their membership numbers ready when they order.
Nonmembers also may order AICPA products. Prices do not include shipping and handling.
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Highlights of Technical Activities
The Auditing Standards Board (ASB) performs its work through task forces composed of
members of the ASB and others with technical expertise in the subject matter of the projects.
The findings of these task forces periodically are presented, at public meetings, to the
members of the ASB for their review and discussion. Listed below are the current task forces
of the ASB and brief summaries of their objectives and activities.
Task Forces of the ASB
ASB Horizons II Task Force (Staff Liaison: Gretchen Fischbach; Task Force Chair: John A.
Fogarty). This task force has been charged with developing the ASB's strategic plan for the
next three to five years, and held its first meeting on April 18, 2002. The ASB welcomes the
input of AICPA members and others interested in the ASB's planning activities. Comments
should be directed to Gretchen Fischbach via the Internet at gfischbach@aicpa.org.
Audit Issues Task Force (Staff Liaison: Gretchen Fischbach; Task Force Chair: James S.
Gerson). This task force generally meets on a monthly basis to (1) oversee the ASB's
planning process, (2) evaluate technical issues raised by various constituencies and
determine their appropriate disposition, including referral to an ASB task force or
development of an interpretation or other guidance, (3) address emerging audit and
attestation practice issues, (4) provide advice on ASB task force objectives and composition,
and monitor the progress of task forces, and (5) assist the ASB Chair and the Audit and
Attest Standards staff in carrying out their functions, including liaising with other groups.
Consistency Task Force (Staff Liaison: Gretchen Fischbach; Task Force Chair: James S.
Gerson). This task force will reconsider the consistency standard in SAS No. 1, Codification
of Auditing Standards and Procedures, "Consistency of Application of Generally Accepted
Accounting Principles" (AU sec. 420). The objective of the consistency standard is to ensure
that the auditor appropriately reports changes in accounting principles that materially affect
the interperiod comparability of financial statements. Some constituents believe that the use
of the consistency language for mandatory changes in accounting principles may
overshadow more significant voluntary changes in accounting principles.
Fair Value Task Force (Staff Liaison: Gretchen Fischbach; Task Force Chair: Richard
Dieter). In October 2001, the International Auditing Practices Committee issued an exposure
draft of a proposed International Standard on Auditing (ISA) titled Auditing Fair Value
Measurements and Disclosures. The purpose of this ISA is to establish standards and provide
guidance on auditing fair value measurements and disclosures in financial statements. At its
November 2001 meeting, the ASB decided to use the proposed ISA as the basis for a U.S.
Statement on Auditing Standards (SAS). At its April 2002 meeting, the ASB discussed a
draft of a SAS based on the fair value ISA. The ASB expects to approve a draft SAS for
exposure at its July 2002 meeting.
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Financial Instruments Task Force (Staff Liaison: Judith M. Sherinsky; Task Force Chair:
Stephen D. Holton) The task force has drafted the following updates to the Audit Guide,
Auditing Derivative Instruments, Hedging Activities, and Investments in Securities:
•
•

•

•
•

A significant expansion of an existing case study to add considerations for
assertions about ineffectiveness in the hedging relationship.
A case study that addresses considerations for a foreign currency hedge when
part of the change in the derivative's fair value is excluded from the
assessment of hedging effectiveness and the remaining critical terms of the
derivative and the hedged item match.
A case study that addresses considerations for assertions about a hedge for
which the shortcut method is used and impairment considerations when the
carrying amount of the hedged item has been increased under fair value hedge
accounting.
Two case studies that address considerations when assertions about hedge
effectiveness are based on the use of regression analysis
An appendix on considerations for assertions about hedging effectiveness
based on the use of regression analysis.

The task force is drafting additional auditing guidance related to energy and other
commodity contracts for which there is no readily determinable market and anticipates that
the updated Guide will be issued in the fall of 2002.
Fraud Task Force (Staff Liaison: Kim M. Gibson; Task Force Chair: David Landsittel). For
information about this task force, see the article on page 4, "Fraud Exposure Draft Available
for Comment."
International Auditing Standards Subcommittee (Staff Liaison: Susan S. Jones;
Subcommittee Chair: John Archambault). The ASB created this subcommittee to support
the development of international standards. Subcommittee activities include providing
technical advice and support to the AICPA representative and technical advisors to the
International Auditing Practices Committee, commenting on exposure drafts of international
assurance standards, participating in and identifying U.S. volunteer participants for
international standards-setting projects, identifying opportunities for establishing joint
standards with other standards setters, identifying international issues that affect auditing and
attestation standards and practices, and assisting the ASB and other AICPA committees in
developing and implementing AICPA international strategies.
Joint Quality Control Standards Task Force (Staff Liaison: Judith M. Sherinsky; Task Force
Chair: Craig W. Crawford). This task force considers matters related to Statements on
Quality Control Standards (SQCSs). The task force has drafted amendments to Statements
on Auditing Standards (SASs) and Statements on Standards for Attestation Engagements
(SSAEs) to clarify the relationship between the SQCSs and engagements performed under
the SASs and SSAEs. The amendments will indicate that deficiencies in, or noncompliance
with a firm's quality control system do not, in and of themselves, indicate that an engagement
was not performed in accordance with the applicable professional standards. Corollary
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wording will be added to SQCS No. 2, System of Quality Control for a CPA Firm's
Accounting and Auditing Practice. These proposed amendments will be part of the Omnibus
2002 exposure draft.
In response to recommendations from the Public Oversight Board's Panel on Audit
Effectiveness, the task force is revising Guide for Establishing and Maintaining a System of
Quality Control for a CPA Firm's Accounting and Auditing Practice (Guide) to incorporate
recently issued SQCSs and provide practitioners with more specificity and detail. The task
force will meet in Chicago on May 13-14, 2002 to review the revised Guide.
Nonfinancial Information Task Force (Staff Liaison: Susan S. Jones, Task Force Chair: Alan
G. Paulus). This task force investigated how an auditor could report on nonfinancial
information, or other information that is not a product of the entity's accounting system,
when such information is included in or with the entity's financial statements. For the
purpose of deliberation on the method and form of the report, the task force assumed that
standard setters have established criteria for this information so that practitioners may attest
to it.
The task force suggested guidance that would clarify whether and how an auditor may report
on certain information accompanying or in the financial statements, for example, information
the entity voluntarily wishes to disclose. This guidance was relayed to the Omnibus Task
Force, and will be included in the Omnibus SAS - 2002. (See the list of amendments in the
article, "Omnibus SAS 2002" on page 1). The Nonfinancial Information Task Force was
subsequently disbanded.
Joint Risk Assessments Task Force (Staff Liaisons: Julie Anne Dilley and Tania Sergott;
Task Force Chairs: John A. Fogarty and John Kellas). This task force is a joint effort of the
International Auditing Practices Committee (IAPC) and the ASB. The task force is
reviewing the auditor's consideration of the risk assessment process, including the necessary
understanding of the entity and its environment, the entity's response to risk, and how the
auditor should use the risk assessment to determine the nature, timing, and extent of auditing
procedures to reduce audit risk to an acceptably low level. The task force intends to develop
guidance that will be approved for issuance by both the IAPC and the ASB, although it may
be incorporated differently into the respective standards to accommodate organizational
differences. The guidance is expected to be approved for exposure by the IAPC and the ASB
in the fall of 2002.
Omnibus SAS 2002 Task Force (Staff Liaison: Kim M. Gibson; Task Force Chair: O. Ray
Whittington). For information about the work of this task force, see the article on page 1,
"Omnibus SAS and SSAE - 2002."
SAS No. 50 Task Force: (Staff Liaison: Kim M. Gibson; Task Force Chair: Craig Crawford)
For information about the work of this task force, see the article on page 4. "Amendment to
SAS No. 50, Reports on the Application of Accounting Principles.
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SAS No. 70 Task Force (Staff Liaison: Judith M. Sherinsky, Task Force Chair: George H.
Tucker). For information about the work of this task force, see the article on page 8, "New
Audit Guide on Service Organizations."
SAS No. 71 Task Force (Staff Liaison: Judith M. Sherinsky, Task Force Chair: Richard
Dieter). This task force is revising SAS No. 71, Interim Financial Information, in response to
certain recommendations by the Public Oversight Board in its August 31, 2000 report
http://www.pobauditpanel.org/download.html, and to recommendations of the AICPA's
Professional Issues Task Force in Practice Alert 2000-4, "Quarterly Review Procedures for
Public Companies"www.aicpa.org/pubs/cpaltr/oct2000/supps/palert1.htm. Following are
some of the questions the task force is addressing:
•
•
•
•

Are all of the generally accepted auditing standards applicable to a review
engagement?
Is there a difference between the analytical procedures performed in an audit
and those performed in a review?
Can the auditor perform audit and review procedures at the same time?
Is the accountant responsible for identifying going-concern matters in a
review engagement?

The task force presented a revised draft of the proposed SAS at the April 2002 ASB meeting
and expects to ask the ASB to vote to issue an exposure draft of the document at the
ASB's June 2002 ASB meeting.
Sustainability Task Force (Staff Liaison: Jane M. Mancino; Task Force Chair: Beth A.
Schneider). This joint task force of the AICPA's ASB and Assurance Services Executive
Committee and the Canadian Institute of Chartered Accountants' Assurance Services
Development Board is charged with developing a marketable assurance service on
sustainability reporting, and participating with other organizations in the development of
suitable criteria for the preparation of such presentations. Sustainability presentations are
issued by companies to explain their economic, environmental, and social performance in the
context of their business activities. Practitioners are beginning to receive requests from
preparers to report on their environmental or sustainability presentations. Such requests may
be driven by users seeking assurance on such information or a desire by preparers to add
more credibility to the information they are providing. Such presentations are more common
in Europe but are now being issued by some major U.S. corporations. The Global Reporting
Initiative (GRI) of Boston, MA has developed initial guidelines for sustainability
presentations to be used globally and is continuing to further develop these guidelines. The
task force is also researching the topic of greenhouse gas (GHG) emissions reductions
trading with a view toward development of an assurance service on such emissions
reductions.
Other Task Forces and Committees
Accounting and Review Services Committee (ARSC) (Staff Liaison: Kim M. Gibson;
Committee Chair: Diane S. Conant). The ARSC met in December 2001 and discussed the
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accountant's reporting responsibilities when he or she is in public practice and performs
management functions for a client, such as serving as the client's controller. The ARSC plans
on issuing an interpretation on this subject in the spring of 2002.
International Auditing Practices Committee (IAPC) (U.S. Member: Edmund R. Noonan;
U.S. Technical Advisors: Susan S. Jones and John Archambault). In October 2001, the
IAPC voted to issue two new International Auditing Practice Statements (IAPSs), one on
audits of international banks and the other on the relationship between the bank's external
auditor and the banking supervisor. The IAPC also voted to expose two new International
Standards on Auditing (ISAs), one on auditing fair value information and the other on ecommerce. For more information on the activities of the IAPC, go to http://www.ifac.org.
The IAPC is working jointly with the ASB on a project to update and enhance the audit risk
model. Other projects of the IAPC include quality control standards, consolidated financial
statements, and fraud. All of these projects may result in new standards or other forms of
guidance. An analysis comparing the International Standards on Auditing with the SASs that
identifies instances in which the ISAs specify procedures not specified by U.S. auditing
standards is included in Appendix B of the Codification of Statements on Auditing
Standards.
Privacy Task Force (Staff Liaison: Erin P. Mackler; Chair: Everett Johnson) A task force of
the Business Advisory and Assurance Services Executive Committee is establishing criteria
and developing services to address enterprise-wide privacy. Such criteria might be used to
evaluate compliance with regulatory requirements and other guidelines such as the Health
Insurance Portability and Accountability Act (HIPPA) and the Gramm, Leach, Bliley Act in
the U. S., as well as the U.K's Data Protection Act, Canada's Personal Information Protection
and Electronic Documents Act (PIPEDA), and the European Union's Safe Harbor
Agreement. Such criteria also might be used by entities when establishing best practices for
managing risk related to privacy. Judith Sherinsky is assisting the task force with aspects of
the project related to attestation engagements.
Trust Services Task Force (Staff Liaison: Karyn Waller; Co-Chairs: Christopher Leach and
Thomas Wallace) This task force has been charged with providing leadership to the
accounting profession through the continued development and deployment of innovative
products and services in systems assurance and reliability. Previously known as the Systems
Reliability Task Force and the Electronic Commerce Task Force, this combined group is
harmonizing the principles and criteria of SysTrust and WebTrust to create a uniform set of
principles and criteria. These activities are part of a total effort to clarify and explain what
Trust Services are and how to perform and report on them. The task force expects to issue an
exposure draft of the revised principles and criteria in early May 2002. Staff of the Audit and
Attest Standards Team are assisting the task force with aspects of the project, particularly
how these engagements are affected by the attestation standards.
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Recently Issued and Approved Documents
Title (Product Number)

Issue Date

Effective Date

Statements on Auditing Standards (SASs)
SAS No. 96, Audit
Documentation (060698)

January
2002

New

SAS No. 95, Generally
Accepted Auditing Standards
(060697)

New

Effective for audits of financial
statements for periods
beginning on or after May 15,
2002. Earlier application is
permitted

December Effective for audits of financial
2001
statements for periods
beginning on or after
December 15, 2001.

SAS No. 94, The Effect of
May 2001
Information Technology on the
Auditor's Consideration of
Internal Control in a Financial
Statement Audit (060696)

Effective for audits of financial
statements for periods
beginning on or after June 1,
2001. Earlier application is
permitted.

Statements on Standards for Attestation Engagements (SSAEs)
SSAE No. 11, Attest
Documentation (023030)

January
2002

Effective for attest
engagements when the subject
matter or assertion is as of or
for a period ending on or after
December 15, 2002. Earlier
application is permitted.

February
2001

Effective when the subject
matter or assertion is as of or
for a period ending on or after
June 1, 2001. Early application
is permitted.

New

SSAE No. 10, Attestation
Standards: Revision and
Recodification (023029)

Interpretations of SASs
Interpretations of
audit and attestation
standards are
effective upon
issuance in the
Journal of
Accountancy
Interpretations of SAS No. 70, Service Organizations
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February 2002

Interpretation No. 4, "Responsibilities of Service
Organizations and Service Auditors With Respect to
Forward-Looking Information in a Service
Organization's Description of Controls"
Interpretation No. 5, "Statements About the Risk of
Projecting Evaluations of the Effectiveness of
Controls to Future Periods"
Interpretation No. 6, "Responsibilities of Service
Organizations and Service Auditors With Respect to
Subsequent Events in a Service Auditor's
Engagement"

New
Interpretation of SAS No. 58, Reports on Audited
Financial Statements

New
Interpretation of SAS No. 73, Using the Work of a
December 2001
Specialist, "The Use of Legal Interpretations as
Evidential Matter to Support Management's Assertion
That a Transfer of Financial Assets Has Met the
Isolation Criterion in Paragraph 9(a) of Financial
Accounting Standards Board Statement No. 140"

New
Statements of Position
Title (Product Number)

Issue Date

Effective Date

Statement of Position 01-3,
Performing Agreed-Upon
Procedures Engagements That
Address Internal Control Over
Derivative Transactions as
Required by the New York
State Insurance Law
(014930)

June 15,
2001

Statement on Position 01-4,
Reporting Pursuant to the
Association for Investment
Management and Research
Performance Presentation

November Effective for engagements to
15, 2001
examine and report on aspects
of an investment firm's
compliance with, and/or
examining and reporting on
19

Effective upon issuance

Standards
(014931)

specific composite results in
conformity with, the redrafted
AIMR-PPS standards, the U.S.
and Canadian version of GIPS.
The SOP may not be applied to
engagements in which the
investment firm has not yet
adopted the redrafted AIMRPPS standards.
AICPA Audit Guides

Analytical Procedures (012551)

June 1, 2001

Auditing Revenue in Certain Industries (012510)

June 1, 2001

Audit Sampling (012530)

April 1, 2001

Auditing Derivative Instruments, Hedging Activities,
and Investments in Securities (012520)

March 15, 2001
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